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AUDITING STANDARDS BOARD (ASB) 
Approved Highlights 
February 11-13, 2003 Meeting 
New York, NY 
     
Meeting Attendance  
 
James Gerson, Chair 
Jeffery Bryan 
Craig Crawford 
John Fogarty 
Lynford Graham 
Auston Johnson  
Kenneth Macias 
Susan Menelaides 
William Messier 
Alan Paulus 
Stephen Schenbeck 
Marc Scoles 
Michael Umscheid 
Bruce Webb 
Carl Williams  
 
AICPA Staff  
 
Chuck Landes, Director, Audit and Attest Standards 
Julie Anne Dilley, Technical Manager, Audit and Attest Standards 
Gretchen Fischbach, Technical Manager, Audit and Attest Standards 
Kim Gibson, Technical Manager, Audit and Attest Standards 
Susan Jones, Senior Technical Manager, Member and Public Interest 
Jane Mancino, Technical  Manager, Audit and Attest Standards 
Richard Miller, General Counsel & Secretary, General Counsel and Trial Board 
 
Observers and Other Participants  
 
Joe Bentz, Grant Thornton, LLP 
John Brolly, PricewaterhouseCoopers LLP 
Robert Dohrer, McGladrey & Pullen, LLP 
Steve Eason, Practitoner’s Publishing Company 
George Fritz, Transition Oversight Staff 
James Gunn, International Federation of Accountants 
Nancy Newman-Limata, PricewaterhouseCoopers LLP 
Jim Newton, KPMG LLP 
David Noonan, Ernst & Young LLP 
Tom Ray, KPMG LLP 
Esmeralda Rodriguez, SEC 
Tania Sergott, Deloitte & Touche LLP 
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Garrett Stauffer, Chair, Internal Control Reporting 
George Tucker, Ernst & Young LLP 
Eric Turner, Canadian Institute of Chartered Accountants 
 
CHAIR AND STAFF REPORTS  
 
J. Gerson and C. Landes provided updates on the recent Audit Issues Task Force meeting and 
other matters. 
 
AGENDA ITEMS PRESENTED AT MEETING 
Internal Control 
Garrett L. Stauffer, Chair, Internal Control Reporting Task Force (task force), presented the 
following documents to the ASB with the objective of voting them for exposure:  
 
 A proposed Statement on Auditing Standards (SAS), Auditing an Entity’s Internal Control 
Over Financial Reporting in Conjunction With the Financial Statement Audit, which is 
applicable only to audits of financial statements included in annual reports of entities, other 
than registered investment companies, that file with the Securities and Exchange 
Commission (SEC) pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 
1934, in which the auditor engaged to perform the audit of the entity’s financial statements 
also is required to audit the entity’s internal control over financial reporting (public company 
audits)   
 A proposed Statement on Standards for Attestation Engagements (SSAE), Reporting on an 
Entity’s Internal Control Over Financial Reporting, which will supersede Chapter 5, 
“Reporting on an Entity’s Internal Control Over Financial Reporting,” of SSAE No. 10, 
Attestation Standards: Revision and Recodification (AICPA, Professional Standards, vol. 1, 
AT sec. 501), as amended  
 A proposed SAS, Communication of Internal Control Related Matters Noted in an Audit, 
which will supersede SAS No. 60 of the same name (AICPA, Professional Standards, vol. 1, 
AU sec. 325)  
 Amendment to Statement on Auditing Standards No. 100, Interim Financial Information  
 
The following are among the more significant changes to the documents that ASB members 
recommended: 
 
Proposed SAS, Auditing an Entity’s Internal Control Over Financial Reporting in Conjunction 
With the Financial Statement Audit 
 
 The flow of the guidance in paragraphs 5 – 7 is awkward and needs to be set up better. 
 Clarify the conclusion in paragraph 12 that a misstatement detected by the auditor that was 
undetected by the entity ordinarily is indicative of a material weakness in the entity’s internal 
control. 
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 Expand the disclaimer guidance concerning an entity’s cost-benefit statement to include such 
other matters as management’s discussion of corrective actions taken after the date of 
management’s assertion or of plans to implement new controls.  
 Include a sample report that has both material weaknesses and significant deficiencies. 
 Include a discussion about the auditor’s consideration of information or conditions 
discovered subsequent to the date of the report. 
 
Proposed SSAE, Reporting on an Entity’s Internal Control Over Financial Reporting 
 
 Add a paragraph in the applicability section that sends auditors of public company audits, as 
defined in the proposed SAS, Auditing an Entity’s Internal Control Over Financial Reporting 
in Conjunction with the Financial Statement Audit, to that SAS for additional guidance about 
those engagements.  
 Add a section on “objectives of the engagement” toward the front of the proposed SSAE.  
 Add paragraphs toward the front of the proposed SSAE that include the definitions of 
internal control deficiencies, significant deficiencies, and material weaknesses. 
 Add as a new condition for engagement performance that the responsible party presents a 
written assertion about the effectiveness of its internal control.  
 Enhance the guidance on multiple locations or business units. 
 Clarify the guidance on using the work of others, including the internal audit function 
 
Proposed SAS, Communication of Internal Control Related Matters Noted in an Audit 
 
 Incorporate guidance that a misstatement detected by the auditor that was undetected by the 
entity ordinarily is indicative of a material weakness in the entity’s internal control. 
 
 Reorganize the sample report in paragraph 12. 
 
As discussed in the draft explanatory memorandum that would appear at the front of the 
exposure draft, certain of the guidance that the task force has drafted is consistent with 
recommendations in the AICPA comment letter on the Securities and Exchange Commission’s 
(SEC’s) proposed rule on Section 404 of the Sarbanes-Oxley Act.  J. Gerson led a discussion 
about alternative conclusions that would be reflected in the guidance in the event that the various 
recommendations are not adopted in the SEC’s final rule. The ASB concurred with J. Gerson’s 
proposed alternatives and agreed that they also should be presented in the explanatory 
memorandum, and that footnotes should appear in the documents where guidance is based on 
such assumptions with a reference back to the discussion in the explanatory memorandum. 
 
The ASB unanimously voted to ballot the documents, with suggested revisions incorporated, for 
exposure.  
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Mr. Stauffer presented the following project timeline with which the ASB concurred. However, 
it was recognized that the June and July plans are subject to discussion with the PCAOB as to the 
way forward to achieve final standards. 
 
 Expose documents on March 17 with a comment deadline of May 15 
 Present an analysis of comments at the June 3-5 ASB meeting 
 Vote documents for issuance at the July 29-31 ASB meeting  
 
Consistency 
 
C. Crawford presented this matter to the ASB. The ASB charged the task force with reviewing 
the guidance in AU section 420, Consistency of Application of Generally Accepted Accounting 
Principles, which interprets the second standard of reporting, and SAS No. 32, Adequacy of 
Disclosure in Financial Statements.  
 
At the ASB’s July 2002 meeting, C. Crawford presented the following two issues to the Board: 
 
1. Whether there is a need to continue requiring in the auditor’s report the consistency 
explanatory paragraph for changes in accounting principles—The task force’s 
preliminary recommendation to the ASB was to eliminate the consistency explanatory 
paragraph for mandatory changes in accounting principles (i.e., those changes resulting 
from the adoption of accounting principles issued by organizations designated to set 
accounting standards under Rule 203 of the AICPA’s Code of Conduct). 
 
2. Whether there is a need to revise SAS No. 32 (AU 431)—The task force proposed 
amending SAS No. 32 to recognize that the adequacy of disclosures in the financial 
statements requires consideration not only of the effects of omissions, but misstatements 
of financial information. 
 
The ASB members concluded at that time that they needed additional information before 
deciding whether to proceed to eliminate the consistency explanatory paragraph. The ASB 
approved amending SAS No. 32 in the manner proposed by the task force. It also recommended 
adding to the SAS No. 32 a discussion of the kind of information that should be in the financial 
statements.  
 
In response to the ASB’s directive in July of 2002, the task force requested and obtained copies 
of academic research on the consistency explanatory paragraph. That research does not explore 
the usefulness of the consistency explanatory paragraph to the public. However, a practice issue 
exists that the ASB should address. That is, accounting firms find that the trend toward more 
mandatory accounting changes increases the consistency “exceptions” in the auditor’s report to 
the point that it is not a useful disclosure from a public interest perspective.  
 
Based on the practice issue and the lack of research on the usefulness of the consistency 
explanatory paragraph, C. Crawford sought feedback from the ASB on whether the task force 
should proceed with a project to (1) eliminate the consistency explanatory paragraph for all 
accounting changes, (2) eliminate the consistency explanatory paragraph only for mandatory 
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accounting changes or (3) not eliminate the paragraph. The ASB directed the task force to 
proceed with the project to eliminate the consistency explanatory paragraph in the auditor’s 
report. 
 
Audit Committees 
 
Bruce Webb discussed with the ASB the proposed revisions to existing professional standards 
containing guidance on audit committee communications to reflect the applicable provisions of 
the Sarbanes-Oxley Act and the SEC’s proposed rule, “Strengthening the Commission's 
Requirements Regarding Auditor Independence.”   
 
The following proposed revisions to professional standards were discussed: 
 
Amendment to SAS No. 1, Codification of Auditing Standards and Procedures, AU Section 310, 
“Appointment of the Independent Auditor. “  
 
 The ASB discussed the revisions to this AU section based on the comments from the 
December 2002 meeting. In addition to wording changes, the ASB instructed the task force 
to include a new paragraph which discusses the understanding the auditor should establish 
when performing SEC engagements regarding the audit of internal controls in accordance 
with the proposed Statement on Auditing Standards, Auditing an Entity’s Internal Control 
Over Financial Reporting in Conjunction With the Financial Statement Audit.  
 
The other significant revisions to this AU section include: 
 
 Inclusion of the audit committee’s responsibilities as discussed in the Sarbanes-Oxley Act, 
including appointment, compensation, and oversight of the work of the auditor and that the 
auditor is to report directly to the audit committee. 
 
 Proposed revision to require written communication between the auditor and the client (often 
referred to as an engagement letter). 
 
 Addition of items to be included in the understanding. 
 
Amendment to SAS No. 61, Communication With Audit Committees, AU Section 380. 
 
The ASB reviewed the proposed revisions to the AU section based on the comments from the 
December 2002 ASB meeting.  The ASB discussed each paragraph and suggested some 
additional wording changes. 
 
The significant revisions to this AU section include: 
 
 Inclusion of a revised definition of audit committee based on the Sarbanes-Oxley Act.  
 
 Required timing of communications for SEC engagements. 
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 Additional required communications/reporting for SEC engagements to include: 
 
a. critical accounting policies and practices applied in its financial statements, and 
b. alternative treatments of financial information within generally accepted accounting 
principles. 
 
 Proposed descriptions/definitions of critical accounting policies and practices, and alternative 
treatments. 
 
 Proposed requirement that the auditor ensure that the audit committee receives copies of all 
material written communications between the auditor and management. 
 
Amendment to SAS No. 99, Consideration of Fraud in a Financial Statement Audit, AU Section 
316: 
 
 As discussed at the December 2002 ASB meeting, an amendment to require the auditor to 
inquire as to complaints received or concerns expressed under the procedures established by 
the audit committee as a result of the requirement in Section 10A of the Securities Exchange 
Act of 1934. 
 
After all revisions were discussed the ASB voted unanimously to ballot the proposed SASs for 
issuance as an exposure draft. 
 
Omnibus SAS 
Susan L. Menelaides, chair of the Omnibus SAS (SOA) Task Force (task force), led the Board’s 
discussion of the proposed exposure draft.  The Board: 
 
 Directed the task force to include in the draft SAS, Review of Public Company Audits by a 
Reviewing Partner, guidance on consultations and on timing of the completion of the review 
process.  The Board also directed the task force to integrate into that draft SAS the review of 
the internal control audit. 
 
 Reviewed proposed amendments to AU section 315, Communications Between Successor 
and Predecessor Auditors, AU Section 333, Management Representations, and AU Section 
334, Related Parties. 
 
 Revised the proposed record retention requirements in both SAS No. 96, Audit 
Documentation, and SAS No. 100, Interim Financial Information, for the wording in the final 
SEC Rule, “Retention of Records Relevant to Audits and Reviews,” issued in January 2003. 
 
 Directed the task force to include the amendments developed by the Board’s Audit 
Committee Task Force in the Omnibus SAS exposure draft. 
 
The Board voted unanimously to ballot the proposed SAS for issuance as an exposure draft.  
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IAASB Comment Letter 
The ASB reviewed and proposed changes to a draft of a letter commenting on Exposure Release 
of IAASB, Terms of Reference, Preface to the International Standards on Quality Control, 
Auditing, Assurance and Related Services and Policy.  The ASB agreed that the letter should be 
signed by those occupying the same AICPA leadership positions that signed the comment letter 
on the IAPC Process Task Force Report. 
